7

July 29, 1998

Gage 150th Anniversary Commemora-
tion Day. On this day, accompanying
the historic festival, Cavendish will
host the John Martyn Harlow Frontal
Lobe Symposium. John Harlow, Gage’s
doctor, carefully documented Gage’s
accident and recovery, providing early
insight into frontal lobe brain damage.
The symposium will draw experts and
scholars from around the globe to reex-
amine the Gage case, and apply modern
technology to better understand the
connection between brain damage and
personality change.

I join my colleague from Vermont in
commending the residents of Cavendish
for bringing together their town, the
state of Vermont, and the inter-
national neurological community to
celebrate this Vermont legend and the
medical breakthrough surrounding his
life.

The story follows:

THE STORY OF PHINEAS GAGE’S ACCIDENT

Phineas Gage is one of the most famous pa-
tients in medical history and probably the
most famous patient to have survived severe
damage to the brain. He is also the first pa-
tient from whom we have learned something
about the relationship between personality
and the function of the frontal lobe of the
brain.

Gage was the foreman in a railway con-
struction gang working for the contractors
preparing the bed for the Rutland and Bur-
lington Railroad just outside of Cavendish
(Vermont). On September 13, 1848, an acci-
dental explosion of a charge he had set blew
his tamping iron through the left side of his
skull. The tamping iron, a crowbar-like tool,
was 3 feet 7 inches long, weighed 13% pounds,
and was 1% inches in diameter at one end,
tapering over a distance of about 1 foot to a
diameter of ¥4 inch at the other end.

The tamping iron went point first under
his left cheek bone and out through the top
of his head, landing about 25 to 30 yards be-
hind him. Gage was knocked over but may
not have lost consciousness according to his-
toric accounts even though most of the left
frontal lobe was destroyed. He was treated
by Dr. John Harlow, the Cavendish physi-
cian, with such skill that Gage returned to
his home in Lebanon, NH, 10 weeks later.

Seven months later, Gage felt strong
enough to resume work. But because his per-
sonality had changed so much, the contrac-
tors who had employed him would not return
him to his former position. Before the acci-
dent, he had been their most capable and ef-
ficient foreman, one with a well-balanced
mind and a shrewd business sense. He was
not fitful, irreverent, and grossly profane,
showing little deference for his men. He was
impatient and obstinate, yet capricious and
vacillating, unable to settle on any of the
plans he devised for future action. His
friends said he was, ‘‘No longer Gage.”’

Phineas Gage never worked at the level of
a foreman again. He held a number of odd
jobs according to Dr. Harlow’s 1868 account.
He appeared at Barnum’s Museum in New
York, worked in the livery stable of the
Darmouth Inn (Hanover, NH) and drove
coaches and cared for horses in Chile. In
about 1859, after his health began to fail, he
went to San Francisco to live with his moth-
er. He began to have epileptic seizures in
February 1860 and died on May 21, 1860.

No studies of Phineas Gage’s brain were
made post mortem. Late in 1867, his body
was exhumed from its grave in San Fran-
cisco’s Lone Mountain Cemetery. Phineas’
skull and the famous tamping iron were de-
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livered by his brother-in-law to Dr. Harlow
(who was at that time, living in Woburn,
MA). Harlow reported his findings, including
his estimate of the brain damage, in 1868. He
donated the skull and tamping iron for pres-
ervation to the Warren Museum in the Har-
vard University School of Medicine where
they are still on display, and still studied.
The case created a good deal of interest in
both medical and lay circles at the time
(which continues to this day). Phineas sur-
vived a horrendous injury. His case began to
have a profound influence on the science of
localization of brain function. For nearly 20
years knowledge of the profound change that
occurred to Gage’s personality was not wide-
ly disseminated. It was true that he was
physically unchanged except for the obvious
scars and that his mental capacity was also
unchanged. Without knowing about the per-
sonality difference, most people thought he
had survived totally intact. His case was
therefore used as evidence against the doc-
trine that any functions were localized in
the brain, especially against the phreno-
logical version of it. Later it was also used
as negative evidence in the medical debates
regarding aphasia and frontal lobe function.
The real story was publicized after 1868 by
David Ferrier, the notable English doctor
and physiological research worker. Even
now, 150 years after the fateful accident, the
case continues to generate controversy.e

———

CONGRESSIONAL BUDGET OFFICE
COST ESTIMATE FOR H.R. 1151

e Mr. DPAMATO. Mr. President, I ask
that the Congressional Budget Office
Cost Estimate for H.R. 1151, the Credit
Union Membership Access Act, be
printed in the RECORD. The Senate
completed action on H.R. 11561 on July
28, 1998.
The cost estimate follows:

CONGRESSIONAL BUDGET OFFICE COST
ESTIMATE

H.R. 1151—CREDIT UNION MEMBERSHIP ACCESS
ACT

Summary: H.R. 1151 would establish new
guidelines governing eligibility for member-
ship in credit unions; establish a framework
of safety and soundness regulations for cred-
it unions consistent with that for banks and
savings and loans; and allow the National
Credit Union Administration (NCUA) to in-
crease assessments that credit unions pay
into the National Credit Union Share Insur-
ance Fund (NCUSIF) and to increase the nor-
mal operating balance of the fund. CBO esti-
mates that implementing the act would in-
crease net assessments paid to the NCUSIF
BY $510 million over the 1999-2003 period,
thereby reducing net outlays by that
amount. The Joint Committee on Taxation
(JCT) estimates that enacting H.R. 1151
would lead to a shift of deposits from finan-
cial institutions that pay federal income
taxes to credit unions, which are not subject
to federal income tax, resulting in revenue
losses to the federal government totaling
$143 million through 2003.

Because H.R. 1151 would affect both reve-
nues and direct spending, it would be subject
to pay-as-you-go procedures. H.R. 1151 con-
tains intergovernmental mandates as defined
in the Unfunded Mandates Reform Act
(UMRA) because it would, in certain cir-
cumstances, preempt state laws regulating
credit unions. CBO estimates that the cost of
such mandates would be minimal. Other im-
pacts on states would also not be significant.
H.R. 1151 would not impose mandates or have
other budgetary impacts on local or tribal
governments.

S9275

H.R. 1151 would impose new private-sector
mandates, as defined by UMRA, on federally
insured credit unions. CBO estimates that
the cost of those mandates would not exceed
the statutory threshold established in UMRA
($100 million in one year, adjusted annually
for inflation). Other provisions of the bill
would benefit some credit unions by revers-
ing the effects of a recent Supreme Court De-
cision, thus allowing federal credit unions to
organize with members from unrelated occu-
pational groups.

DESCRIPTION OF MAJOR PROVISIONS

H.R. 1151 would overturn a February 1998
supreme Court decision in National Credit
Union Administration v. First National Bank &
Trust Co., et al., which—in the absence of leg-
islation such as this—will tighten the limita-
tions on membership in credit unions. The
case dealt with a challenge to the NCUA’s in-
terpretation of section 109 of the Federal
Credit Union Act, which requires that mem-
bership in federal credit unions be limited to
groups having a common bond of occupation
or association, or to groups within a well-de-
fined neighborhood or community. The
NCUA ruled in 1982 that a single credit union
could serve employees of multiple employers
even though not all employers were engaged
in the same industrial activity. The Supreme
Court has now determined that the NCUA’s
interpretation was invalid.

This legislation would amend the Federal
Credit Union Act to allow federal credit
unions to accept members from unrelated
groups—thus forming multiple common
bonds—in addition to the current permissible
categories of single common bond and com-
munity credit unions. The act would grand-
father membership status for members of ex-
isting credit unions and allow credit unions
to solicit members from unrelated groups of
up to 3,000 persons.

Other provisions of the act would: estab-
lish new procedures for taking prompt cor-
rective action regarding a troubled credit
union and specify capital levels for credit
unions, which would be equal to the stand-
ards that the banking and thrift regulators
now require; require the NCUA to develop
risk-based requirements for determining the
net worth of certain credit unions that the
NCUA determines to be ‘‘complex;” change
the method for calculating the ratio of
NCUSIF balances to total credit union de-
posits; specify a range (between 1.3 percent
and 1.5 percent of insured deposits) for the
normal balance of the insurance fund; assess-
ments would be triggered if the fund balance
falls below 1.2 percent; require an inde-
pendent financial audit for all credit unions
with total assets of $500,000 or more; limit
the total volume of commercial loans that
can be made by a credit union to the lesser
of 1.75 times the actual capital level of the
credit union or to 1.75 times the capital level
of a well-capitalized credit union with the
same amount of assets; require credit unions
to serve members of ‘“‘modest means,” and
require the NCUA to monitor the lending
record of credit unions to ensure compliance
with this provision; require the NCUA and
the other federal banking agencies to review
certain rules and regulations with the goal
of streamlining and modifying them, as ap-
propriate, to reduce paperwork and unneces-
sary costs for insured depository institu-
tions; require the Secretary of the Treasury
to prepare several reports, including a study
of the difference between credit unions and
other financial institutions that are feder-
ally insured, and a study outlining rec-
ommendations for legislative and adminis-
trative actions that would reduce and sim-
plify the tax burden on small insured deposi-
tory institutions; and simplify the rules al-
lowing credit unions to convert to another
insured institution and limit the economic
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benefit that senior officials of a credit union
could gain when converting a credit union to
a mutual institution.

Estimated cost to the Federal Govern-
ment: The estimated budgetary impact of
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H.R. 1151 is shown in the following table.
Over the 1999-2003 period, CBO estimates
that net collections of the NCUSIF would in-
crease by about $5610 million. The JCT esti-
mates that federal revenues would decline by

[By fiscal year, in million of dollars]
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$6 million in 1999 and $143 million over the
1999-2003 period. The outlay effects of this
legislation fall within budget function 370
(commerce and housing credit).

1998 1999 2000 2001 2002 2003
DIRECT SPENDING
NCUA spending under current law:
Estimated budget authority 0 0 0 0 0 0
Estimated outlays —182 —145 —117 —116 —120 —123
Proposed changes:
Estimated budget authority 0 0 0 0 0 0
Estimated outlays ! 0 —-93 —113 —110 -99 —94
NCUA spending under H.R. 1151:
Estimated budget authority 0 0 0 0 0 0
Estimated outlays —182 —238 —230 —226 —219 —217
CHANGES IN REVENUES
Estimated revenues 2 0 -6 —16 =27 -40 —54

1These amounts exclude changes in NCUA interest income from intragovernmental payments that have no net budgetary impact.

2 negative sign indicates a decrease in revenues.

Basis of estimate: For purposes of this esti-
mate, we assume H.R. 1151 will be enacted by
the beginning of fiscal year 1999. The provi-
sions of the act that are expected to have a
significant budgetary effect are discussed
below. The reports to be completed by the
Secretary of the Treasury would be funded
by discretionary spending, but we estimate
that the amounts required would not be sig-
nificant.

Direct spending: CBO estimates that,
under H.R. 1151, the amount of assessments
that credit unions pay to the NCUSIF would
increase by about $352 million over the 1999
2003 period and that rebates to members
from the fund would decline by $185 million
over the same period. Together, these
changes would reduce federal outlays by $537
million from 1999 through 2003. NCUSIF’s
payments for the NCUA’s operating costs
would increase by $27 million over the five
years, for a net budgetary savings of $510
million through 2003. Finally, we estimate
that the operating fund of the NCUA would
incur additional administrative costs of $55
million over the 1999-2003 period to carry out
the act’s provisions related to safety and
soundness, and to ensure that credit unions
meet the needs of all members of the com-
munity. These costs would be offset by addi-
tional income from fees and payments from
the NCUSIF.

Assessment income: H.R. 1151 would make
three changes that CBO expects would in-
crease assessments paid into the NCUSIF
over the next 10 years. It would (1) allow cur-
rent credit union members whose member-
ship status was nuclear as a result of the Su-
preme Court ruling to retain their member-
ship and allow credit unions to accept mem-
bers from unrelated groups; (2) change the
formula for calculating the reserve balance
in the NCUSIF'; and (3) change the frequency
with which credit unions pay assessments for
deposit insurance. This estimate measures
these changes relative to current law, which
reflects the Supreme Court decision in the
case of National Credit Union Administration v.
First National Bank & Trust Co., et al.

The act would allow for an expansion in
credit union memberships by allowing
growth in groups with common bonds, in-
cluding occupational credit unions, where
the greatest potential for new deposits ex-
ists. Recently, about two-thirds of all net
new job creation has been associated with
small businesses employing fewer than 500
persons. Although H.R. 1151 would encourage
the chartering of new credit unions with a
common single bond of occupation or asso-
ciation, these groups are often too small to
have their own sponsor for a separate credit
union. CBO believes that, as a result of this
act, such small groups of individuals sharing

a common employer or occupation would be
more likely to join together to form new
credit unions, or to join existing ones, there-
by forming credit unions with members hav-
ing multiple common bonds. Thus, we expect
the number of size of credit unions with mul-
tiple common bonds to grow faster than
under current law. As a result, we expect
that enactment of H.R. 1151 would trigger
growth of deposits in credit unions of about
5 percent annually by 2000, compared to pro-
jected annual growth of about 3 percent
under current law. With more rapid growth
in deposits, CBO expects that insurance as-
sessments collected by the NCUA also would
increase because credit unions pay to the
NCUSIF an amount equal to 1 percent of the
growth in their deposits each year.

The act would impose some restrictions
that could limit the growth of deposits, by
narrowing the definition of ‘‘family mem-
bers” eligible for membership; limiting con-
versions to community credit unions; requir-
ing the NCUA to impose tougher capital
standards and to close insolvent credit
unions promptly; and prohibiting credit
unions that are undercapitalized from mak-
ing new commercial loans. It also would en-
courage a shift of some deposits from credit
unions to thrifts or banks by simplifying the
process involved in converting a credit union
to another type of insured institution and by
allowing some profits from conversions to
accrue to individuals. Nevertheless, CBO ex-
pects that the effects of other provisions of
H.R. 1151, which would lead to more rapid de-
posit growth, would more than offset thee re-
strictions.

The act would change the NCUSIF’s nor-
mal operating level of reserves by allowing
the fund balance to range between $1.30 per
$100 of insured deposits to as much as $1.50
per $100 of insured deposits. Under current
law, the NCUA rebates all balances in excess
of 1.3 percent. Under the act, however, CBO
expects that the NCUA would continue to
provide rebates to members but would limit
the amount to one-half the total potentially
available for refunding, thereby accumu-
lating higher balances in the insurance fund.
CBO estimates that the NCUA would author-
ize rebates totaling about $465 million over
the 1999-2003 period, or about $185 million
less than under current law.

Safety and Soundness: H.R. 1151 also would
strengthen the regulatory framework of
credit unions, and would specify statutory
capital and net worth standards equal to
those of other insured financial institutions.
The act would authorize the NCUA to take
prompt corrective action against credit
unions engaged in unsafe practices. Because
the act would allow credit unions to diver-
sify their membership among various occu-

pational groups, we expect that the stress on
particular credit unions would be reduced in
periods of corporate downsizing or closure.
As a consequence, the probability of failure
of credit unions and of losses to the insur-
ance fund would be lower. At this time, CBO
has no basis for estimating the potential sav-
ings—if any—to the NCUSIF.

Other provisions. The act would limit the
authority of most credit unions to make
business loans exceeding $50,000 to the lesser
of 1.75 times the net worth of the institution
or 1.75 times the minimum net worth for a
well-capitalized credit union with the same
amount of assets. (A well-capitalized credit
union is defined as having a ratio of capital
to assets of 7 percent.) Section 203 would
allow a transition period of three years to
phase in the new restrictions on business
loans. In addition, the act would require the
NCUA to issue regulations defining permis-
sible membership and boundaries for commu-
nity credit unions. Title II would require the
NCUA to prescribe criteria for annually eval-
uating the record of any community credit
union and to develop procedures for ensuring
compliance.

CBO estimates that the additional cost to
the NCUA to undertake the various initia-
tives required by H.R. 1151 would total ap-
proximately $4 million in 1999, and would in-
crease to $17 million by 2003, about 14 per-
cent of its operating budget. The basis for
this estimate is the cost of similar activities
for the other federal financial regulators.
Most of these expenses, which total an esti-
mated $55 million through 2003, would be for
evaluating the records of all insured credit
unions to ensure that they meet the needs of
those in the community with modest means.
They include costs for training, computer
support, and overhead. The operating funds
of the NCUA are derived from two sources:
examination fees charged to credit unions
and transfers of funds from the NCUSIF
equal to one-half of the annual expenses as-
sociated with operating the NCUA. We ex-
pect the NCUA would increase fees and re-
duce rebates to credit unions in amounts suf-
ficient to recover the increase in administra-
tive costs, resulting in no significant budg-
etary impact over the next five years.

Revenues: The Joint Committee on Tax-
ation estimates that enacting H.R. 1151
would result in a loss of governmental re-
ceipts because deposits would shift from fi-
nancial institutions that currently are sub-
ject to corporate taxation—primarily banks
and thrifts—to credit unions, which are ex-
empt from federal taxation. Assuming that,
over time, deposits in credit unions would
grow about 2 percent per year faster than
under current law, the JCT estimates that
the federal government would lose revenues
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totaling $143 million over the 1999-2003 pe-
riod.

Pay-as-you-go considerations: Section 252
of the Balanced Budget and Emergency Def-
icit Control Act sets up pay-as-you-go proce-
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dures for legislation affecting direct spend-
ing or receipts. The net changes in outlays
and governmental receipts that are subject
to pay-as-you-go procedures are shown in the

[By fiscal year, in millions of dollars]

S9277

following table. For the purposes of enforc-
ing pay-as-you-go procedures, only the ef-
fects in the current year, the budget year,
and the succeeding four years are counted.

1998 1999 2000 2001

2002

2003 2004 2005 2006 2007 2008

Changes in outlays

0 0

Changes in receipts

oo

0
-6 —16 =27

0
—40

0 0 0 0 0 0
—54 =170 —87 —106 —127 —151

The JCT estimates that, under H.R. 1151,
there would be more deposits in credit
unions and fewer in financial institutions
that are subject to federal taxation. Forgone
revenues are estimated to total $143 million
over the 1999-2003 period.

Under the Balanced Budget and Emergency
Deficit Control Act, provisions providing
funding necessary to meet the government’s
deposit insurance commitment are excluded
from pay-as-you-go procedures. Therefore,
the projected increases in assessment income
and decreases in rebates to credit unions
would not count for pay-as-you-go purposes.
CBO believes that the administrative costs
related to safety and soundness, estimated to
total about $11 million through 2003, would
be excluded as well. In contract, CBO be-
lieves that the various costs that the NCUA
would incur to ensure that credit unions
serve people of modest means would count
for pay-as-you-go purposes. We estimate that
the additional direct spending for the
NCUA’s supervisory costs associated with ac-
tivities other than those related to safety
and soundness would total about $45 million
over the 1999-2003 period. These costs would
be fully offset by increases in fees charged to
credit unions or reduced rebates, resulting in
no significant net budgetary impact.

Estimated Impact on State, local, and trib-
al governments: H.R. 1151 contains intergov-
ernmental mandates as defined in UMRA be-
cause it would, in certain circumstances,
preempt state laws regulating credit unions.
Specifically, the act would establish safety,
soundness, and audit requirements that are
stricter than some state standards. In addi-
tion, it would impose limits on the volume of
business loans made by credit unions. It
could also override state community rein-
vestment laws that apply to state-chartered
credit unions that are federally insured.
Under UMRA such preemptions would be
mandates. However, because these preemp-
tions would simply limit the application of
state law in some circumstances, and be-
cause only a few states are likely to be af-
fected, CBO estimates that they would im-
pose only minimal costs on states.

H.R. 1151 also contains provisions that
would increase the workload of state regu-
lators of credit unions. These provisions
would not be mandates under UMRA because
they are the result of voluntary agreements
between state and federal regulators, under
which state regulators incorporate federal
requirements into their evaluations of state-
chartered credit unions. The net effect of
these provisions would not be significant be-
cause costs incurred by state regulators
would be offset by examination fees and as-
sessments levied by the states. Finally, the
legislation would not impose mandates or
have other budgetary impacts on local or
tribal governments.

Estimated impact on the private sector:
H.R. 1151 would impose new private-sector
mandates, as defined by UMRA, on federally
insured credit unions. CBO estimates that
the direct costs of complying with private-
sector mandates in H.R. 1151, in the first five
years after mandates become effective,
would be below the statutory threshold es-
tablished in UMRA ($100 million in 1996, ad-
justed annually for inflation). Several provi-

sions in the act would impose restrictions on
credit unions that could affect their long-
term future business potential. CBO expects
that those restrictions could limit somewhat
the growth of deposits. At the same time, a
key provision in H.R. 11561 would benefit fed-
eral credit unions by relaxing an existing re-
striction and allowing occupation-based
credit unions to serve multiple unrelated
groups. Overall, CBO estimates that total de-
posits of credit unions would grow faster
under H.R. 1151 than under current law.

Private-sector mandates contained in the
bill: H.R. 1151 would impose several man-
dates on federally insured credit unions. The
primary mandates in the act would: estab-
lish new criteria for credit unions to dem-
onstrate service to low- and moderate-in-
come individuals; limit the amount of busi-
ness loans that an institution can make to
members; establish a system of prompt cor-
rective action that is consistent with the
system currently applicable to institutions
insured by the Federal Deposit Insurance
Corporation; require credit unions having as-
sets greater than $50 million to remit depos-
its to the NCUSIF semiannually instead of
annually; and impose new regulations re-
garding auditing and accounting procedures
for institutions with assets greater than $10
million.

Serving persons of modest means. Section
204 would subject federally insured credit
unions to a periodic review by the NCUA of
their record in providing affordable credit
union services to low- and moderate-income
individuals within their membership group.
The act would direct the NCUA to develop
additional criteria for annual evaluations of
the record of community credit unions. Such
institutions are usually organized to serve a
particular local community, neighborhood,
or rural district and are not based on an oc-
cupational bond. The act would direct the
NCUA to implement regulations that empha-
size performance over paperwork.

Business Loans to Members. Section 203
would put limits on the total amount of
business loans that a federally insured credit
union could make. Business loans to mem-
bers would be limited to an amount that is
the lesser of 1.75 times a credit union’s ac-
tual net worth or 1.75 times the statutory re-
quirement for well-capitalized institutions
with the same amount of assets. For a well-
capitalized credit union, this provision would
effectively limit business loans to its mem-
bers to 12.25 percent of its assets. The act
would exempt from this requirement credit
unions that have a history of primarily mak-
ing business loans to members and credit
unions that serve predominantly low-income
members. Although the limit on business
loans would be effective on the date of enact-
ment, H.R. 1151 would allow credit unions
with loans over the limit on that date three
years to reduce the volume of outstanding
loans to a level that is in compliance.

Safety and Soundness Provisions. Section
301 would require the NCUA to establish a
system of prompt corrective action (PCA) for
federally insured credit unions within one
and one-half years after enactment. As a
part of the PCA system H.R. 1151 would es-
tablish statutory capital levels for federally
insured credit unions based on an institu-

tion’s ratio of net worth to assets—well-cap-

italized, adequately capitalized, under-
capitalized, significantly undercapitalized,
and critically undercapitalized. (Credit

unions that are deemed to have complex
portfolios by the NCUA would have addi-
tional risk-based capital requirements.)
Well-capitalized institutions would have no
further restrictions on their activities under
PCA. Credit unions that are not well-capital-
ized would have to set aside net worth (usu-
ally retained earnings) at a rate of 0.4 per-
cent of assets annually. Undercapitalized in-
stitutions would have to (1) create a restora-
tion plan approved by the NCUA, (2) monitor
asset growth in compliance with an approved
plan, and (3) restrict the growth of business
loans to members.

Semi-Annual Remittance to the Share In-
surance Fund. Under current law, each in-
sured credit union maintains on deposit in
the NCUSIF an amount equal to 1 percent of
the credit union’s insured share deposits.
Credit wunions periodically certify the
amount of share deposits and, each April,
they adjust their deposit in the fund based
on this amount. For credit unions with more
than $50 million in assets, this legislation
would change the schedule to twice per year
for adjusting deposit levels in the fund.

New Accounting Requirements. Section 201
would require credit unions with assets over
$500 million to have an annual independent
audit of their financial statement performed
in accordance with generally accepted ac-
counting principles (GAAP). H.R. 1151 would
also require credit unions with assets over
$10 million to use GAAP in all reports re-
quired to be filed with the NCUA. Credit
unions with assets under $10 million would
be allowed to continue to use other methods
outlined in NCUA’s Accounting Manual, un-
less GAAP is specifically prescribed for them
by NCUA or their state regulator.

Estimated costs to the private sector: In
total, CBO estimates that the cost of man-
dates in H.R. 1151 would fall below UMRA’s
threshold for private-sector mandates. Com-
plying with the provisions in section 204,
dealing with service to persons of modest
means, would be the most costly mandate in
the act. The costs of those provisions would
range from $25 million to $33 million in the
first year that the regulations are fully im-
plemented, fall in the next year, and rise
somewhat thereafter. The cost to credit
unions of limiting business loans to members
are not expected to be substantial overall,
but some institutions may have to bear sig-
nificant losses on loans in order to comply
with this restriction. The direct costs of
other mandates in the legislation would be
less than $3 million in any of the five years
after mandates would become effective. The
safety-and-soundness provisions would in-
crease examination costs incurred by credit
unions by about $1 million annually by the
year 2001. Lost investment income to credit
unions that would have to make additional
deposits to the share insurance fund would
total between $1.5 million and $2 million dur-
ing each of the first five years after imple-
mentation. The costs of complying with the
accounting provisions in the act would be
negligible because most institutions are al-
ready in or near compliance.
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Serving Persons of Modest Means. The cost
of complying with requirements that would
result from provisions in section 204 are dif-
ficult to assess because the NCUA would
have to develop a new set of criteria to
evaluate a credit union’s service to members
of modest means. Such rules are likely to
differ substantially from those applicable to
other depository institutions. Based on in-
formation from the NCUA and other regu-
latory agencies, CBO estimates that the
costs of complying with those provisions
would range from $25 million to $33 million
in the year 2000 and would fall in the next
year once the system is in place. Most of the
incremental costs to credit unions would be
for keeping additional records on member
loans and share accounts to assist in moni-
toring services to low-income persons, mar-
keting to all segments within the member-
ship field, and undergoing more extensive
periodic examinations. Costs could be higher
if the NCUA determines that additional
types of information would be necessary to
monitor compliance with these provisions.

In general, federally insured credit unions
would have to record additional information
on households with respect to such member
services as loans and, possibly, share ac-
counts. The incremental costs of new record-
keeping requirements could range between
$17 million and $25 million beginning in the
year 2000, and would fall by 20 percent to 30
percent in the next years once the system is
fully in place. Costs would then rise over
time as the number of loans and share ac-
counts grows. CBO estimates that the costs
of marketing to all income strata within the
field of membership would increase costs by
$4 million to $5 million annually, which is
less than 1 percent of the amount that credit
unions currently spend on educational and
promotional expenses. In addition to those
incremental costs, credit unions would have
to cover the costs of more extensive exami-
nations by regulators. Based on information
from the NCUA and banking regulators, CBO
estimates that the increased costs for peri-
odic examinations would be about $3 million
a year by the year 2000.

Business Loans to Members. The restric-
tions on business loans to members would
not impose a significant cost on the industry
as a whole. Currently about 1,550 credit
unions make business loans to their mem-
bers. Of that group, only about 100 institu-
tions are currently over the limit proposed
in the act. According to the latest data,
those institutions would be over the limit by
almost $870 million in loans. However, many
of the institutions that are over the limit
would be able to qualify under the act for an
exemption based on their history of making
such loans. (In over 40 percent of the institu-
tions that are currently over the limit, busi-
ness loans make up 37 percent or more of
their loan portfolio.)

Credit unions that do not qualify for an ex-
emption would have 3 years to: allow loans
to turn over (the turnover rate for all credit
union loans averages about 22 months); try
to sell loans on the market—only quality
loans would attract a high percentage on the
dollar; try to engage in ‘‘participating loan”’
programs, which allow institutions to share
up to 90 percent of their loan portfolio with
other credit unions; or try to ‘‘call in”’ loans
under loan agreements that have a provision
allowing such an action. Institutions with
nonperforming loans or those that have a
slow turnover in their portfolio may have to
sell loans at a significant loss or write off
loans at a total loss. Even institutions that
are able to sell off business loans could expe-
rience a loss in interest income if they are
unable to invest money from the sale of
those loans at comparable interest rates.
(Business loans typically garner a higher

CONGRESSIONAL RECORD — SENATE

rate than other loans in a credit union’s
portfolio.)

Safety and Soundness Provisions. The
near-term costs of new requirements under
section 301 should be small for two reasons.
First, the NCUA currently monitors the net
worth of credit unions and administers sev-
eral informal policies that are analogous to
prompt corrective action procedures applica-
ble to FDIC-insured institutions. Second,
about 94 percent of all federally insured cred-
it unions are currently well capitalized. In-
stitutions with the lowest composite per-
formance ratings given by regulators have
accounted for only 3 percent or less of all
credit unions over the last four years.

Under PCA, institutions that are not well
capitalized would have to set aside funds
that they could otherwise use to earn inter-
est income. However, according to the
NCUA, the .04 percent retention requirement
is not significantly different from current
earnings-retention requirements. The costs
of examinations for credit unions would also
increase slightly (by $1 million or so by the
year 2001) for all credit unions under a sys-
tem of prompt corrective action.

Other Mandate Costs. Under section 302,
insured credit unions with more than $50
million in assets would have to remit assess-
ments twice a year to the NCUSIF, thus los-
ing the use of $60 million for six months,
compared to the current system. Assuming
credit unions would earn an annual yield of
about 5.5 percent on those funds, they would
lose income of $1.5 million to $2 million per
year over the 1999-2003 period.

The costs of complying with the account-
ing provisions in H.R. 1151 would be small.
According to recent data from the NCUA, all
but one of the credit unions with over $500
million in assets already have an inde-
pendent outside audit performed each year.
The incremental costs of an audit would be
less than $30,000 for an institution of that
size. The costs of complying with GAAP
would also be minor because most credit
unions with assets over $10 million use ac-
counting procedures that are largely con-
sistent with GAAP. For institutions that
currently use methods that are not con-
sistent with GAAP (mostly cash accounting
methods), the additional compliance costs of
this mandate could include the costs to train
employees in the application of GAAP ac-
counting methods, and the costs of transfer-
ring records into a new system of account-
ing. However, the majority of institutions do
not use cash accounting methods and would,
therefore, only have to make minor changes
to achieve compliance.

Previous CBO estimate: On June 2, 1998,
CBO prepared a cost estimate for H.R. 1151,
as passed by the House of Representatives on
April 1, 1998. For the House version of H.R.
1151, CBO estimated that deposits in credit
unions would grow by 6 percent annually by
2000, compared to projected annual growth of
about 3 percent under current law. As a re-
sult, CBO estimated that net assessments
paid to the NCUSIF would increase by $628
million over the period 1999-2003 period, and
that the shift in deposits would reduce reve-
nues to the federal government by $217 mil-
lion through 2003. In contrast, for the Senate
version of H.R. 1151, CBO estimates that de-
posits in credit unions would grow at a rate
of about 2 percent annually by 2000, that net
assessments would increase by $510 million
over the 1999-2003 period, and that revenue
losses would total $143 million through 2003.

CBO expects a lower annual rate of growth
in deposits under the Senate version of H.R.
1151 for a number of reasons. The Senate
version would specify net worth and capital
requirements for credit unions and require
regulators to restrict the growth of
unhealthy institutions. In contrast, the
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House version would give the NCUA discre-
tion to develop future standards affecting
the safety and soundness of credit unions.
The Senate version of H.R. 1151 also would
simplify and ease procedures for converting
a credit union to a mutual institution. Un-
like the House version, the Senate provisions
would not bar owners and members from
earning profits if the newly created mutual
institution subsequently converted to a pub-
licly traded financial institution. CBO be-
lieves, therefore, that the Senate version of
H.R. 11561 would provide a greater incentive
to convert a credit union to a mutual or
stock institution by allowing participants to
realize greater economic benefits. This is
consistent with the experience of many
small thrifts and banks that recently have
converted from mutual to stock ownership,
thereby creating substantial value for the
new shareholders.

Estimate prepared by: Federal Costs: Mary
Maginniss; Revenues: Mark Booth; Impact
on State, Local, and Tribal Governments:
Marc Nicole; and Impact on the Private Sec-
tor: Patrice Gordon.

Estimate approved by: Robert A. Sunshine,
Deputy Assistant Director for Budget Anal-
ysis.e

ADDING SENATOR BINGAMAN AS A
COSPONSOR TO THE VETERANS
MEDICAL CARE AMENDMENT TO
THE DEFENSE AUTHORIZATION
BILL

e Mr. HARKIN. Mr. President, during
the deliberations over the fiscal year
1999 Defense Authorization bill, I of-
fered an amendment to increase spend-
ing for our nation’s veterans medical
needs. The amendment, offered on June
26th and numbered as 2982 would have
allowed the transfer of $329 million
from the defense budget to support the
VA medical budget. The amendment
would have transferred funds so as to
avoid harming the readiness of the
Armed Forces and the quality of life of
military personnel and their families.

The amendment’s description was in-
complete as to the listing of cosponsors
and I would like to correct the record
at this time. Along with Senator
WELLSTONE of Minnesota, Senator
BINGAMAN of New Mexico, also a long-
time champion of veterans, should
have been included as a cosponsor.

Although the amendment did not re-
ceive the support of a majority of my
colleagues, I appreciate the cosponsor-
ship by Senator BINGAMAN and Senator
WELLSTONE. I also appreciate the sup-
port of the 35 other Senators who voted
in favor of increasing VA medical fund-
ing.e

————

COLUMBIA RIVER FISH
MITIGATION FUNDING

e Mr. SMITH of Oregon. Mr. President,
I rise today to urge my colleagues who
are conferees for the Fiscal Year 1999
Energy and Water Development Appro-
priations bill to retain the Senate-
passed funding level for the Army
Corps of Engineers’ fish and wildlife
mitigation measures on the Columbia
River.

The Senate approved $95 million for
this program, which is vitally impor-
tant to ongoing efforts to restore the
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